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Introduction

Montana Public Contractors Gross Receipts Tax

As a contractor or subcontractor working on a publicly funded project where the owner is a public entity,
you are required to pay or have withheld from your earnings 1% of the gross contract price. This tax
applies to public contracts equal to or exceeding $5,000 and any subcontracts attached thereto.

The basic steps for reporting and remitting the Contractor Gross Receipts Tax are:

* Within 10 days after a public contract is awarded, a Contract Award Report (Form PC-1)
must be filed with the Department of Revenue. This form may be filed by the awarding agency
or by the prime contractor. You'll want to ensure that this form is filed properly and on time.

* Within 30 days of payment to the prime contractor, the 1% tax must be forwarded to the
Montana Department of Revenue, Business Tax Section, along with a completed Gross
Receipts Withholding Report (Form PC-2). Usually, this tax has been withheld by the awarding
agency and the agency will complete the report and remit the payment. If the awarding agency
does not withhold and remit the 1% tax, it becomes the responsibility of the prime contractor
to do so. Please note that when a federal government agency awards a contract, the federal
government does not withhold the 1% tax from payments made to prime contractors. Therefore,
the prime contractor becomes responsible for reporting and remitting the 1% tax within 30
days of payment.

» If the project requires a subcontractor, the prime contractor must withhold the 1% tax from
payment to the subcontractor and file a completed Gross Receipts Withholding Report (Form
PC-2). The Form PC-2 is also used as an allocation report (See Box 10/Form PC-2). It
authorizes the Department of Revenue to transfer the allocated portion of the 1% tax from the
prime contractor’s account to the subcontractor’s account.

As a public contractor or subcontractor, you are allowed a refund of the Gross Receipts Tax based on
eligible, paid personal property taxes levied against your construction business. This refund is calculated
on a dollar-for-dollar basis. You must submit an Application for Refund of Contractors Gross Receipts
Tax (Form PC-4) along with copies of your paid personal property tax receipts and vehicle registration
certificates. You can also use the 1% tax withheld as a credit when filing your Montana Corporation
License Tax or Individual Income Tax Return, depending on how your company is structured.

If you have questions or need assistance, please call us at (406) 444-6900.



The following pages outline the 1% gross receipts tax withholding process:

» A completed Contract Award Report (Form PC-1)

» A completed Withholding Report (Form PC-2)

» Acompleted ledger sheet showing how payments are credited and allocations to subcontrac-
tors are debited

» How personal property tax refunds are applied (Form PC-4)

» How income and corporation tax credits are applied

Overview

All contractors and subcontractors working on publicly funded projects, where the owner is a
public entity, must have the 1% tax withheld from their payments. The awarding agency must
withhold the 1% tax on all payments to the prime contractor. The prime contractor must withhold
the 1% tax on all payments made to its subcontractors. Also, a subcontractor must withhold the
1% tax on all payments made to its subcontractors. The federal government will not withhold the
tax. Therefore, contractors who are paid in full by the federal government must withhold the 1%
tax from the payments they receive and remit the tax within 30 days.

The Law

The Department of Revenue does not take a position on whether or not the 1% tax should be
added into the contract bid. The law states “All contractors working on public projects of $5,000
or more are subject to the 1% tax, period.”

If a contractor is paid in full, the contractor is responsible to remit the 1% tax within 30 days of
payment. Failure to do so will result in a 10% penalty and interest at 1% per month for monies
earned before Dec. 31,1999. For monies earned after Jan. 1, 2000, the penalty is 1.5% per
month with a maximum of 18% and interest at 1% per month.

Misconceptions

Some contractors:

» claim, since the 1% was being withheld from the prime contract, the subcontractors should
not include the 1% in their bid.

» have told the prime contractor not to withhold because they did not have 1% in their bid.

» believe, if they did not put the 1% tax in their bid, the awarding agency or prime contractor was
responsible to pay the tax for them.

All of the above are incorrect...See above.



Contract Award Report (Form PC-1)
Awarding Agencies and Prime Contractors

This form is prepared by the awarding agency and filed within 10 days of the contract award. A prime
contractor must prepare and file this report within 10 days after being notified by the federal agency
that the contractor was awarded the contract (the federal government does not file this report).

The following example represents a completed form PC-1 using $50,000 as the gross contract price.

State of Montana

Department of Revenue
Contract Award Report

Contract Awarded by (Agency or Prime Contractor)
1 MT Dept. of Transportation
2701 Prospect Ave.

Helena, MT 59620

XYZ Construction 3
2 PO Box 1234 4 6/1/02
Helena, MT 59604 5 12/31/02
6 BR-STPU 3333(3)F 7 $50,000.00
8 Bridge Construction
9 Ten Mile Creek
Helena, MT
Report Agency or Prime Contractor
Submitted by Department of Transportation
Award Authorized Representative
Authorization 6/1/02

When the completed PC-1 is submitted to the department, a ledger sheet is prepared to trace all debit
and credit transactions. See example below.

XYZ Construction 6/1/02 $50,000.00
PO Box 1234 BR-STPU 3333(3)F
Helena, MT 59604 Bridge Construction

Ten Mile Creek

Helena, MT

Transportation, MT Dept. of
2701 Prospect Ave.
Helena, MT 59620

Date Gross Income or Personal
Receipt Tax Corporation Tax Property Tax Balance




Withholding Report (Form PC-2)

This report is prepared by the awarding agency when payments are made to a contractor. The 1% tax
is withheld and remitted to the Montana Department of Revenue within 30 days.

Agencies of the federal government do not withhold the tax. They make payment in full to the contractor.
Therefore, the contractor must report and pay the tax to the department within 30 days of receipt of
payment.

The following example represents a completed Withholding Report form PC-2 . Note the 1% tax of
$500 was paid and the remittance box was marked (X), indicating a payment was sent with the form.

Gross Receipt Withholding Report

State of Montana

Department of Revenue
1 MT Dept. of Transportation

2701 Prospect Ave., Helena, MT 59620
2 XYZ Construction

PO Box 1234 Helena, MT 59604 4 6/1/02
5 Contract Number BR-STPU 3333(3)F
6 Month and Year Earned 6/02
7 Gross due contractor $50,000.00
8 Amt withheld (1% of line 7) $500.00
9 Net amount paid to contractor $49,500.00
10 Check proper box for type of report being filed:

Remittance attached for credit to prime
I:l Subcontractor Allocation

Date payment made to contractor 6/29/02
11 Bridge Construction over Ten Mile Creek; Helena, MT
Report Agency or Prime Contractor
Submitted By Department of Transportation
Award Authorization Representative
Authorization 6/30/02

The following ledger shows how the credit is recorded.

Date received 7-1-95, cashier #651234, date credit was earned 6-95 (from line 6, form PC-2). Amount
$500.00 (from line 8, form PC-2).

XYZ Construction 6/1/02 $50,000.00
PO Box 1234 BR-STPU 3333(3)F
Helena, MT 59604 Bridge Construction

10 Mile Creek

Helena, MT

Transportation, MT Dept. of
2701 Prospect Ave.
Helena, MT 59620

Date Gross Income or Personal
Receipts Tax Corporation Tax Property Tax Balance

7/1/95 651234 6/95 500/ 00 500100




Contract Award Report (Form PC-1)
Prime Contractors and Subcontractors

This report is to be completed and sent to the department by a contractor working on eligible public
projects who has subcontractors. Form PC-1 must be submitted for each subcontractor. This same
filing is required for subcontractors who have subcontractors.

These reports must be filed within 10 days of an awarding date. This document generates the ledger
sheets for the contractor and subcontractor.

The following example represents a Contract Award Report (Form PC-1) completed by the prime
contractor for a subcontractor.

Contract Award Report
State of Montana
Department of Revenue

Contract Awarded by (Agency or Prime Contractor)
1 XYZ Construction
PO Box 1234

Helena, MT 59620

123 Concrete 3
2 PO Box 456 4 6/8/02
Helena, MT 59604 5 12/31/02
6 BR-STPU 3333(3)F 7 $25,000.00
8 Concrete Beams for Bridge Construction & Installation
9 Ten Mile Creek
Helena, MT
REPORT Agency or Prime Contractor
SUBMITTED BY XYZ Construction
AWARD Authorized Representative
AUTHORIZATION 6/8/02

When the completed PC-1 is submitted to the department, a ledger sheet is prepared to trace all debit
and credit transactions. See example below.

123 Concrete 6/8/02 $25,000.00
PO Box 456 BR-STPU 3333(3)F
Helena, MT 59604 Concrete Beams and Bridge Construction

Ten Mile Creek

Helena, MT

XYZ Construction
PO Box 1234
Helena, MT 59620

Date Gross Income or Personal
Receipts Tax Corporation Tax Property Tax Balance




Withholding Report (Form PC-2) Used as an Allocation of Credit to a Subcontractor

On public projects where the original contract price is $5,000 or greater, all contractors subletting a
contract are required to withhold 1% of the amount due the subcontractors. No money is sent to the
department of Revenue at this stage. The contractor will complete Form PC-2 with the amount withheld
from the subcontractor and mark Box 10 as a “Subcontractor Allocation.”

The amount withheld will be allocated to the subcontractor and deducted from the original 1% withheld
from the prime contractor. Review sample ledgers 1 and 2 at the bottom of this page.

Example Form PC-2

Gross Receipts Withholding Report
State of Montana
Department of Revenue

1 XYZ Construction

PO Box 1234 Helena, MT 59604
2 123 Concrete 3
PO Box 456 Helena, MT 59604 4 6/8/02

Contract Number BR-STPU 3333(3)F
Month and Year Earned 6/95

Gross due contractor $25,000.00

Amount withheld (1% of line 7) $250.00

© |0 N & |Oon

Net amount paid to contractor $24,750.00

Check proper box for type of report being filed:
10 |:| Remittance attached for credit to prime
Subcontractor Allocation

Date payment made to contractor 7/10/02

11 Concrete Bridge Construction over Ten Mile Creek; Helena, MT

REPORT Agency or Prime Contractor
SUBMITTED BY XYZ Construction

AWARD Authorization Representative

AUTHORIZATION 7/11/02

Example (1) shows XYZ Construction’s ledger, with a $250 debit to 123 Concrete.

Example (2) shows the allocation of $250 to 123 Concrete, from XYZ Construction.
XYZ Construction

PO Box 1234 6/1/02 $50,000.00
Helena, MT 59604 BR-STPU 3333(3)F

Bridge Construction
Transportation, MT Dept. of 10 Mile Creek
2701 Prospect Ave. Helena, MT
Helena, MT 59620
Date Gross Income or Personal

Receipt Tax Corporation Tax Property Tax Balance
7/1/02 | 651234 6/02 500[00 500{00
7/10/021123 Concrete (250100) 250100
%’%3 é:ongrs%te 6/8/02 $25,000.00
0X ,000.

Helena, MT 59604 BR-STPU 3333(3)F

Concrete Beams and Bridge Construction

i Ten Mile Creek
XYZ Construction
PO Box 1234 Helena, MT

Helena, MT 59604

Date Gross Income or Personal
Receipts Tax Corporation Tax Property Tax Balance

7/10/02] XYZ Construction 6/02 250|100 250/00




Application for Refund (Form PC-4) Personal Property Refund Request

A public contractor, from whom the 1% tax was withheld, will be allowed a dollar-for-dollar refund on any
personal property and eligible motor vehicle tax incurred and paid between January 1 and December 31
of the year in which the withholding occurred.

The refund applies only to personal property taxes paid on the equipment used in the construction
business of the contractor. Copies of paid personal property tax receipts and vehicle registration re-
ceipts must be attached to the refund request.

Application for Refund of Contractors Gross Receipts Tax

Having paid personal property taxes on assets used in this contracting business, the following public
contractor applies for a refund of these taxes from his account.

Mail Refund to: XYZ CONSTRUCTION
PO Box 1234
Helena, MT 59604

Montana Contractor’s Registration Number N/A

Personal Property Taxes Paid During and for Calendar Year 1995

1. List below by official contract number or other designation the total amount of contractors gross receipts tax withheld
or paid during the calendar year. If more space is needed, attach a separate sheet.

Contract Number or Other Designation Amount
MT. Dept. of Transportation

BR-STPU 3333(3)F $500.00
Less Suballocations $250.00
Balance $250.00

2. List below personal property taxes paid for and during the calendar year covered by this refund claim. Attach
copies of paid tax receipts to this claim. If more space is needed, attach a separate sheet.

Identification of Receipt Amount
Personal Property Number
89 Ford Truck D121212 $100.00
Applicant XYZ_Construction
Total Refund
Claimed $100.00 By U.R. Hired
Office Telephone 406-123-1234 Form PC-4

The following ledger for XYZ Construction indicates that the refund request was processed and the
account was debited $100, leaving a credit balance of $150.

XYZ Construction 6/1/02 $50,000.00
PO Box 1234 BR-STPU 3333(3)F
Helena, MT 59604 Bridge Construction

Ten Mile Creek

Helena, MT

Transportation, MT Dept. of
2701 Prospect Ave.
Helena, MT 59620

Date Gross Income or Personal
Receipt Tax Corporation Tax Property Tax Balance
7/1/02 | 651234 6/95 50000 50000
7/10/02] 123 Concrete (250]00) 25000
1/15/02 1995 Pers. Prop. Tax Refund 95123456 (100]00) 150[00




Individual Income and Corporation Tax Credit Allowances

The 1% tax withheld from any contractor is allowed as a credit against Montana individual income or
corporation tax liability incurred by the contractor. The credit is allowed for the taxable period within
which the net income from contracts subject to the gross receipts tax is reported.

The credit is allowed for the month it was earned, not when it is received by the department. In other
words, if a contractor’s progress payment request was for work performed in October and the 1% tax
was withheld and paid in the following month of November, the credit was earned in October not November
when it was reported and paid to the department.

Please note: This credit is only applicable in the fiscal or calendar year in which it was earned. There
is no carry forward or carry back.

The following ledger sheet example uses the credit against an individual income tax liability where the
taxpayer is a sole proprietor, sub “S” corporation shareholder or partner. It is important to note that a
sole proprietor can use all the available credit. The shareholders and partners are only allowed a
percentage according to their share of ownership.

Using the same example, a “C” corporation can use all the credit against its tax liability.

If there is no tax liability, there would be nothing against which to credit the 1% tax.

Please note: On an actual ledger, only the individual income tax or “C” corporation tax credit would be
shown-- one or the other, not both.

Sample ledger

XYZ Construction 6/1/95 $50,000.00
PO Box 1234 BR-STPU 3333(3)F
Helena, MT 59604 Bridge Construction

Ten Mile Creek

Helena, MT

Transportation, MT Dept. of
2701 Prospect Ave.
Helena, MT 59620

Date Gross Income or Personal
Receipts Tax Corporation Tax Property Tax Balance
7/1/95 |651234 500[00 500/00
7/10/95 | 123 Concrete (250]00) 250)00
1/15/96 | 1995 Pers. Prop.Tax Refund 95123456 (10000 150]00
2/23/96 1995 Inc. or Corp Tax credit 958888 (150] 00) 0 po




Contract Award Report

State of Montana

Department of Revenue

Contract awarding agency or prime contractor must complete this form and mail to the State Depart-
ment of Revenue within 10 days after contract or bid has been officially awarded.

Contract Awarded by (Agency or Prime Contractor .
Y (Agency )| Malil To:
Business Tax Section
, [vame Compliance, Valuation and Resolution
Address Department of Revenue
| | PO Box 5805
City/Town Zlp Code Helena, MT 59604-5805
Contract Awarded to (Prime or Subcontractor) 3 Montana Contractor’'s Registration Number
) Name Contract Award Date
4
Address
Construction Completion Date
City/Town Zip Code 5
Contract Number/Official Designation Contract Amount
6 7
Description of Work to be performed
8
Location of work to be performed (be specific)
9
Report Agency or Prime Contractor
Submitted by
Award Preparer’s Signature Date
Authorization
Preparer’s Telephone Number
Form PC-1

(Rev. 11-95)



Gross Receipts Withholding Report

Department of Revenue Use Only

State of Montana

Department of Revenue

The agency or contractor must, in accordance with Section 15-50-206, Montana Code Annotated, withhold one percent
(1%) of incremental payments due the contractor or subcontractor. Amounts withheld from a prime contractor must be
forwarded with this report to the Department of Revenue. Amounts withheld from subcontractors must be reported on this
form so that proper allocation of credit can be made from prime contractor’s account to the subcontractor.

Contract Awarded by (Agency or Prime Contractor)

Mail To:
Business Tax Section

Name Compliance, Valuation and Resolution
1 Department of Revenue

Address PO Box 5805

Helena, MT 59604-5805

City/Town Zip

Contract Awarded to (Prime or Subcontractor) 3 Montana Contractor’s Registration Number

Name
2 Contract Award Date

Address

4

City/Town Zip
5 Contract Number/Official Designation >
6 Month and year increment payment earned >
7 Gross amount due contractor or subcontractor at the time of this report >
8 ) ) If payment made to prime contractor,

Amount withheld (1% of line 7).  remittance must accompany report. | >
9 Net amount paid contractor or subcontractor at the time of this report. >

Check proper box for type of report being filed:

Remittance attached for credit to prime contractor’s account.
10 Subcontractor Allocation. Authorization to transfer credit to subcontractor. Failure of prime
contractor to file a distribution report within thirty (30) days of payment will result in a 10% penalty.
Date payment made to subcontractor

Location and brief description of work being performed:

11

Submitted By

Report Agency or Prime Contractor

Authorization

Award Preparer’s Signature

Date

Preparer’s Telephone Number

(Rev. 12-95) 10




Application for Refund of the Contractors Gross Receipts Tax

Having paid personal property taxes on assets used in this contracting business, the following public contractor
applies for a refund of these taxes from this account.

Mail Refund To:

Montana Contractor Registration Number:
Federal Employer Identification Number:

Personal Property Taxes Paid During and for Calendar Year: $

1. List below by official contract number or other designation the total amount of Contractors Gross Receipts
Tax withheld or paid during the calendar year. If more space is needed attach a separate sheet.

Contract Number Amount

2. List below personal property taxes paid for and during the calendar year covered by this refund claim.

Attach copies of paid tax receipts to this claim. If more space is needed, attach a separate sheet.
Personal Property Receipt Number Amount
Total Refund Applicant
Claimed $
By

Office Telephone

1 PC-4; Rev. 11-01



Instructions for Preparation of Refund Requests

Refund claims for personal property taxes paid during a calendar year may be filed at any time
during that year. Credits are allowed in the year the tax liability was incurred and paid. Those
property taxes paid in any other year than when they were due will not be allowed.

Refunds may not exceed (1) the amount of personal property taxes paid or (2) the amount of
contractors gross receipts tax credits in the applicant’s account for the refund year.

All personal property taxes listed under item (2) of the application must have copies of paid
personal property tax receipts attached.

Refunds are issued for personal property taxes only. No refund is made in payment of real
property tax. If a receipt covers both real and personal property taxes, the applicant must get a
statement from the county treasurer showing the amount of tax paid on each type of property.
Attach this statement to the refund application.

New car sales tax, gross vehicle weight charges, junk vehicle fees or similar fees are not per-
sonal property taxes. For a complete list of eligible property taxes on vehicle registrations,
contact the address below or call (406) 444-3500.

Refunds will not be issued for personal property taxes paid on automobiles unless the applicant
submits a signed statement saying the automobiles are used 100% in the contracting busi-
ness.

Any credits of the contractors gross receipts tax not refunded for payment of personal property
taxes may be used as a credit against a corporation license tax or individual income tax liability.

Applications for a refund are to be mailed to:

Business Tax Section

Complaince, Valuation and Resolution
Department of Revenue

PO Box 5805

Helena, MT 59604-5805
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